& 


AUSTRALIAN INSTITUTE of POLICY & SCIENCE 


Economic Warfare 

Author(s): Robert W. Dalton 

Source: The Australian Quarterly, Vol. 12, No. 2 (Jun., 1940), pp. 33-41 
Published by: Australian Institute of Policy and Science 

Stable URL: http://www. jstor.orgs/stable/20630840 

Accessed: 04-11-2015 15:27 UTC 


Your use of the JSTOR archive indicates your acceptance of the Terms & Conditions of Use, available at http://www. jstor.org/page/ 
info/about/policies/terms.jsp 


JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of content 
in a trusted digital archive. We use information technology and tools to increase productivity and facilitate new forms of scholarship. 
For more information about JSTOR, please contact support @jstor.org. 


Australian Institute of Policy and Science is collaborating with JSTOR to digitize, preserve and extend access to The 
Australian Quarterly. 


http://www.jstor.org 


This content downloaded from 130.237.29.138 on Wed, 04 Nov 2015 15:27:51 UTC 
All use subject to JSTOR Terms and Conditions 


Economic Warfare’ 
By SIR ROBERT W. DALTON? 


Some American scathingly and seemingly resentfully called this 
war “phoney” (I hope the spelling of this strange word is right) and 
it has been apparent that this view was not singular to that particular 
critic. Now, however, it is at last beginning to be realized that the 
war is not somebody else’s struggle, with observers on the side lines 
justified in becoming severely critical if the struggle failed to provide 
exciting events for their daily entertainment. 

It might have been foreseen, even by the less discerning, that 
this time would come, and there should have been little need for the 
recent sharp comment by the Minister for War that this was a life or 
death struggle and not an entertainment which could be regarded as 
justifying criticism if daily events did not provide items of exciting 
interest for the consumption of countries far from the field of action; 
but, foreseen or not, the fact is now gradually becoming clear that 
for all countries in the world whether at present belligerent or not, 
the war is becoming a matter also of life or death. 

Alongside this realization is the dawning of an understanding 
that the essential thing, if the world is to be saved from incalculable 
ruin, is that the war should be shortened by whatever means may be 
possible. In the mind of the Allies, however, shortening must be 
consistent with ultimate victory, and in their case it is realized that 
such shortening will depend very largely on success or failure on the 
economic front. 

It would, of course, be unwise to assume that force of arms 
will not be largely vital, but it may be expected that force of economic 
factors may be at least equally vital; in addition, effective force of 
arms will almost certainly be rendered impossible unless economic 
forces are themselves effective in providing means. So the ultimate 
conclusion may depend entirely on relative economic strengths, and 


* This article was written before the invasion of Belgium and Holland. 
+H.M. Senior Trade Commissioner in Australia. 
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certainly an early conclusion will depend on the degree of speed 
and efficiency with which economic forces are marshalled. 

It is inconceivable that the economic forces of the Allies in the 
ageregate would not be sufficient to achieve a rapid and successful con- 
clusion of the war if they were fully marshalled, and it is also incon- 
ceivable that they would not be rapidly shown to be inexorable if 
they were marshalled quickly. There are bound to be severe shocks 
to our prestige and to our confidence in ourselves. Some there have 
been already and others may shake us even more before the end; but 
it is surely unimaginable that they could ruin our morale; so in the 
long run dourness of spirit combined with increasing efficacy of eco- 
nomic measures may be expected to achieve the end desired, although 
considerable sacrifice of comforts and possibly violent physical distress 
may have to be suffered in the process. 

It was early realized in some quarters that economic measures 
would be more important in this than in other wars, but perhaps it was 
not fully realized anywhere how widespread and sustained they would 
have to be. Now, almost everybody begins to realize how keen the 
struggle must be and that it is better to suffer intensely for a short 
time in order to avoid long drawn out pain, with possible disintegra- 
tion as its end. 

The idea that there can be benefits accruing from the war is 
ludicrous, and the idea that there can be sure assumption of sound 
and permanent development from wartime activities is almost equally 
ludicrous. Even though victorious, we shall in fact be fortunate if 
we can hold what we have been accustomed to in the way of civilized 
development and standards of comfort. 

The only hope one can see of such retention is that the war 
should be so drastically shortened that exhaustion is minimized, making 
possible a resumption of reasonably normal international trade after it 
is all over. If the war is to be prolonged then only exhaustion can be 
foreseen for victor and vanquished alike, and that must spell the re- 
versal of the world as a whole to a basis on which complete reconstruc- 
tion from the ground upwards becomes again necessary. 

So the compelling need is that the war should be shortened and to 
effect that shortening demands individual effort and sacrifice. If we 
are to lose the war it does not matter much what attitude we take up 
now—let us eat, drink and be suitably merry awaiting the deluge. 
But if we are to win the war, and to avoid the exhaustion which is 
inevitable if the war is prolonged, then we must each individually 
do something about it every minute of all the days. This is what 
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economic warfare really means and only thus can the full weight of 
the Allies as a whole be brought into rapid and effective action. 

Economic warfare, as nationally prosecuted, means primarily the 
denial of trade to the enemy, but there is another constructive form 
of economic warfare in which everyone may play a part, viz., the 
conservation of existing external resources and the building up of 
others. It is in the second of these that personal effort will go a 
long way to assist the efficient prosecution of the war by helping to 
build up overseas financial resources so that maximum purchases of 
war material may be made and dissipation of resources on non-essential 
goods may be avoided; in addition, such success as is achieved will 
help to conserve Empire resources, prevent undue exhaustion in the 
United Kingdom following the war and incidentally best serve primary 
producing countries by ensuring a continuance of existing standards 
of living after the war. 

Dealing with the last of these first, it seems hardly necessary 
to point out that as the United Kingdom is the only free market for 
imports it is obvious that to the extent that exhaustion in that country 
supervenes on a long drawn out struggle the United Kingdom will be 
unable to purchase as much whether from Empire or neutral countries 
as she has purchased in the past, of their raw material and food 
supplies. 

In the case of Australia, as an example, this would mean the 
severest dislocation of her economy. To assess the significance of this 
point one has only to imagine what would be the condition of the 
Commonwealth to-day if the United Kingdom were unable to purchase 
and ship Australia’s produce. One need not labour the matter because 
it requires little thought to indicate the distress that would follow 
in the form of reduced earning capacity and consequent reduction of 
national income and therefore of standards of living. Australia is 
fortunate at the moment, but it is obvious that if the war is long drawn 
out there is the gravest danger that the Commonwealth may afterwards 
find herself an extremely unhappy case. 

This is true equally of other Empire countries and also of many 
neutrals, and therefore there is, particularly for countries which have 
had a relatively high standard of living, a special appeal in the short- 
ening of the war. Moreover, there will be little difference, as the 
result of a long drawn out war, in conditions in all highly industrialized 
countries, even those now non-belligerent; so there will be little to 
be hoped for, if anything, from other markets as alternatives to the 
United Kingdom. 
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If we are right in assuming that the Allies must eventually win 
because of their greater economic resources then it would seem that 
neutral countries in their own interests have the same urge as Empire 
countries to assist in steps which will shorten the war. To digress for 
a moment, it is even obvious now that in the other section of economic 
warfare, viz., denial of trade to the enemy, the United Kingdom is 
relieving neutral countries, in addition to Empire countries, of con- 
siderable economic difficulty by lifting their produce in enormous 
quantities; and the United Kingdom’s command of the sea is in fact 
proving of great benefit to all overseas producers, except the enemy. 

The United Kingdom is actively concerning itself at the moment 
with the development of export trade for three main purposes: first, 
to build up overseas financial resources herself as a means for more 
effectively prosecuting the war; second, in order to obviate unnecessary 
use of non-sterling exchange by Empire and Allied countries; and 
third, by building up reserves, to avoid undue economic exhaustion 
after the war. 

It could hardly be retorted—either by Empire or neutral countries 
—that this was a selfish policy since both would be incalculably ad- 
vantaged by its effects. Using Australia again as an illustration it may 
be pointed out that almost all of her exportable surplus is already 
cared for by the United Kingdom. Actually Australia’s national in- 
come for that reason has increased rather than decreased; and addi- 
tionally she, and others, will continue to benefit by the conservation 
of United Kingdom trade and consequent continuance of ability to buy 
food and raw materials. In some cases, moreover, the United King- 
dom Government have even purchased manufactured goods from 
Australia at higher prices than were necessary for similar goods from 
non-sterling countries: an indication that the United Kingdom is 
prepared to go to unusual lengths to achieve the conservation of 
non-sterling resources. ° 

The most cogent argument for the purchase of United Kingdom 
goods by overseas markets lies, however, in the urgent, even vital, 
necessity for conserving non-sterling exchange. In this respect, as is 
now well known, the same conditions do not exist as existed in the 
last war. Even before the U.S.A. entered the last war it was possible 
for the Allies to buy munitions out of loans. This time, however, 
munitions must be immediately paid for and they must be paid for 
in non-sterling exchange. 

All kinds of the most stringent steps have been taken in the 
United Kingdom, therefore, to ensure that there shall be no unneces- 
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sary expenditure of non-sterling exchange on ordinary goods and also 
to ensure that all non-sterling resources held abroad by United King- 
dom subjects shall be mobilized for war purchases. Self-denial of 
unnecessary comforts or pleasures for such a purpose would not be 
much to ask and, when such self-denial is likely to be ultimate self- 
interest for the reasons already stated, it could normally be expected 
to be gladly self-imposed. It is in fact a policy of having to do without 
things not vitally necessary which deplete external resources; and 
this surely is a policy which all British countries would welcome, 
understanding that thereby they would avert the threatened greater 
loss. 

To achieve the end desired under this part of the United King- 
dom’s economic warfare plans referred to above, the United Kingdom 
Government has imposed other sacrifices on the home market; in 
addition to denying supplies of non-sterling goods to the United King- 
dom market that market is also being denied a considerable part 
of its normal requirements of home produced goods. This sacrifice 
is deliberately imposed so that export trade may have preference and 
be retained at as high levels as are possible consistent with supply 
to the home market of its essential needs only. 

This is one of the main functions of the recently established 
Export Council—an extremely strong body of industrial and com- 
mercial leaders some of whom are giving up the whole of their time 
to the work in hand. In the words of the President of the Board of 
Trade “the Council approach their task from the standpoint that the 
maintenance of export trade is so vital a factor in the war effort of 
the Allied Powers that no measure calculated to contribute to the 
end in view should be excluded from consideration,” and as an indica- 
tion that the steps they decide to take may be unusually drastic “they 
will recommend to His Majesty’s Government any measures which 
they may find necessary or desirable.” 

It has been frequently said that the United Kingdom in more 
normal times has done nothing to assist export trade in ways similar 
to those adopted by other countries, and notably by Germany. It may 
be true to say that we have not adopted fantastic methods such as 
Germany adopted, which were deliberately designed to impose her 
goods on overseas markets in order to build up credits to be used solely 
for the preparation of her war machine. Many British countries 
were deluded by these methods into assisting the development of that 
machine, with the consequences which we are now suffering. It should 
be obvious, however, that no country living for peace could adopt 
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such methods; moreover, those methods could not be successful, ex- 
cept perhaps for a lightning war, since the internal results on the 
country adopting them would be and have been so severe that its 
weakened internal economy would ultimately be bound to crash under 
the pressure that a long war would entail. 

In the case of the United Kingdom assistance to export trade 
was on soundly economic lines. Investment overseas, for instance, not 
only encouraged our own export trade but made it possible for us to 
purchase considerable quantities of overseas produce with the interest 
accruing from the investments themselves; at the same time we had 
large invisible exports in the form of shipping, insurance and other 
Services. 

It was for these reasons that the United Kingdom became the 
most valuable market in the world (indeed the only market in some 
important cases) for the exportable produce of Empire and other 
primary producing countries; and it is for these reasons, too, that 
expectation that countries which have benefited in the past from the 
international trade policies of the United Kingdom will now recipro- 
cate in the United Kingdom’s dire need, is not unreasonable. 

When day to day assistance to export trade was necessary and 
possible, on safe economic lines, the United Kingdom Government 
gave it in the form of guarantees of export credits and in other 
ways; in actual fact assistance of this kind was considerable and it 
served its purpose without the necessity for fantastically artificial 
methods constituting a risk to national economy which no country, 
however wealthy, could continue to incur, except over a short period 
and for malign purposes; moreover, in the case of the United King- 
dom, quality, efficiency in marketing and fair dealing made unneces- 
sary many of the artifices for securing trade which some other coun- 
tries might find it necessary to adopt. In consequence of these sound 
methods there’is now evident, when the necessity arises, an elasticity 
of which the Export Council finds it possible to take advantage in 
devising plans for the maintenance of export trade without endanger- 
ing adequate supply of demands for war materials without precedent 
in history. 

In the words of the President of the Board of Trade “never have 
the maintenance and increase of export trade been so vital to the 
very existence of our State and people,” and it might be added that 
‘State and people” in this sense means as much the State and people 
of the British Empire as the State and people of the United Kingdom. 

With this end in view steps are being taken to organize industry 
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into export groups, with which the Export Council will co-operate 
and to which the Council will delegate the detailed work with indi- 
vidual firms which is involved in the national export drive. Questions 
which arise include considerations relating to particular markets, 
foreign exchange, political and commercial relations and questions of 
economic warfare. A liaison between individual groups and the Board 
of Trade will provide for supervision of day to day operation of the 
measures agreed to be desirable. Where necessary machinery will be 
created to deal with the allocation of raw materials for export orders 
under plans worked out with the Ministry of Supply and the various 
“Controllers” of industries established since the outbreak of war. 

By these means the difficulties of producers will be eased. One 
of the greatest of these has been the securing of supplies of raw 
materials. Under the new proposals the Export Council make it their 
business to examine needs in relation to war demands, export demand 
and home demand, and to facilitate liberation of material where libera- 
tion is at all possible. It is well understood that, other things being 
equal, needs for export orders will take precedence over needs for 
home orders. The standard of comfort of the home population is 
regarded as of secondary importance compared with the urgent need 
for filling export orders to a maximum; this necessity is well under- 
stood and ungrudgingly accepted; that it means suffering, additional 
to all the other sacrifices which are being required, is obvious. 

In these conditions and in the dire urgency of the need that the 
United Kingdom’s resources should be built up, it is believed that 
Empire countries and many neutrals will wish to assist by diverting to 
the United Kingdom as much business as it is possible for her to 
accept; not solely because of the need for conserving non-sterling 
exchange and not merely to assist the United Kingdom in what is a 
very important part of her economic war effort for the Empire and 
for democracies, but also for the less altruistic reason that the more the 
United Kingdom can sell the better she will be able to continue to buy. 
Through the overseas organizations of the United Kingdom Govern- 
ment every effort is being made to ascertain the nature of the diff- 
culties being met with in achieving this desire, and the number of 
those difficulties which it has already been possible to remove, shows 
that the plan devised for this particular branch of economic warfare is 
proving almost miraculously effective. 

The branch of economic warfare which has already been dis- 
cussed 1s designed to build up the Empire’s war potential and post-war 
strength, and it is in this branch that Empire countries can be most 
helpful. The other main branch of economic warfare is designed to 
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reduce as far as possible the enemy’s war potential and the whole 
story of this activity cannot yet be told. The first and most essential 
operation of this part of the campaign was the institution of the 
Contraband Control. This control can, of course, only be applied to 
Germany’s overseas trade, but it is possible by this means to deprive 
her of such valuable raw materials as cotton, wool, rubber, copper, 
nickel, oil and many varieties of oil seeds; and as Germany’s sea-borne 
imports before the war were over half her total imports the control 
is considerable. 

There is no doubt that long before the war most elaborate ar- 
rangements had been made by Germany to evade the disastrous effects 
of this inevitable control. In addition to building up big stocks of 
deficiency materials by the methods of export trade to which reference 
has already been made, she also planned to continue importing through 
agents in adjacent neutral countries; but the Contraband Committee 
was not unaware of the nature of these methods and in the encounter 
that has followed as a result of endeavours to detect various ways 
and means, the Control has by no means had the worst of it. 

It should be remembered, too, that not too much importance 
is attached to the amount of cargo actually seized. What is even 
more important is the quantity of goods which, because of fear of the 
Control, have not been shipped at all. The amount of such stoppages 
cannot be accurately estimated, but it is known that because of the 
efficiency of the Control the greater part of the normal overseas trade 
of Germany has had to be abandoned. 

It is well to note, too, in reply to the frequent allegations that 
economic warfare is a cruel weapon used against defenceless civilians, 
that foodstuffs have constituted only about ten per cent of the total 
cargoes seized by the Control and that a considerable proportion of 
these goods were capable of conversion into materials directly useful 
for war effort. 

The second operation of this branch of economic warfare was 
the control of Germany’s overseas export trade. This, it will be 
remembered, was a reprisal for the illegalities of Germany’s sea 
warfare and it has been effective in cutting Germany off from a 
very valuable source of foreign exchange useful not only for buying 
goods, if she could get them, but also as payment for propaganda 
efforts. 

Both these operations of this branch of the economic war now 
being waged, have naturally been inconvenient to neutrals but every 
possible consideration has been given to the neutral point of view 
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and inspection has been facilitated by methods now-well known; thus it 
has been designed to cause as little inconvenience as possible to 
neutrals, while ensuring that the aim of control was achieved. In 
addition, steps have been taken through the conclusion of War Trade 
Agreements, and in other ways, to safeguard the economic position 
of neutrals by providing means for maintaining their trade with the 
United Kingdom and other neutral countries while ensuring that 
Germany’s imports of contraband and especially of certain vital com- 
modities were curtailed or altogether stopped. Moreover, in certain 
Balkan countries in particular, to which Germany has ready access by 
land, it has been possible to enter the market against her for the 
purchase of essential products. 

The result of efforts in this branch of economic warfare is diffi- 
cult to determine. There are plenty of signs of shortage but it should 
be realized that the economic weapon by itself acts only over a long 
term; sooner or later, however, it is inevitable that the economic grip 
of the Allies must gravely weaken the Nazi war effort. The efficacy 
of these particular operations can be much increased by concentration 
on the other branch of economic warfare which may perhaps aptly 
be called the constructive branch; viz. the continuous protection, 
maintenance and possible increase of the Empire’s external resources by 
development of export trade; and as things are this means mostly the 
maintenance of the export trade of the United Kingdom since other 
Empire exports must evidently find their outlet chiefly in the United 
Kingdom market. 

As has been said this is the branch in which Empire markets 
overseas can be most helpful; on the one hand by limiting their pur- 
chases of non-sterling products, and on the other by diverting their 
trade as much as possible to United Kingdom sources. At great 
distances from the active struggle it is not always possible easily to 
grasp its realities, or fully to understand the essentials for its successful 
prosecution, of which conservation of economic resources is by no 
means the least important; if these things are understood, and recently 
understanding has vastly increased, then one may be confident that the 
required effort will certainly be made whatever the sacrifice entailed. 
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